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The 9th Victory Loan 
We are in the throes of the post-war reconversion period. For initial 
lirection, we are looking to our Dominion Government for “blue print’ 


leadership. There is more than fiction in the fact that Government trade 
and commerce in the export field will, if energetic and progressive, stimulate 
domestic peace-time industrial and business enterprise. 

The Government cannot assume the whole responsibility for economic 
contro! of production as it did for the purpose of bringing the war result 
to a victorious conclusion. The time is coming soon when we shall again 
be operating on our own power. When all controls are removed, we shall 
literally be “on our OWN! 

The Financial Post has made some observations that merit consideration 
in recommending the full support of our Government in the coming 9th 
Victory Loan. 

This time the job of meeting the Victory Loan quotas is not going to be 
sasy. The total is the largest yet and now we lack the national urge to buy 
coming from actually being in war. Moreover, industry, faced with the 
tremendous expense of converting to peace-time production and thus pro- 
viding vital post-war employment, cannot be expected to contribute on any- 
thing like the basis of the past. The success of the coming loan must largely 
tepend upon sales of bonds to farmers, workers, salaried people and service 
replete with gratuities. 

Among the factors of prime importance that might come from within 
the power of the government is the quickest possible conversion from war 
to peace The worker just discharged from a war plant or in fear of immi- 


nent discharge is a poor prospect for a bond salesman. So is the recently 





n looking for a job. It‘is highly important that these 





men get settled quickly into permanent peace-time work so that they can 
plan their future with confidence. Ottawa can aid in two ways, winding up 
unnecessary war work and, clearing the air regarding taxation and other 
matters that now hamper industry in putting post-war expansion and pro- 
duction plans into operation. 


A Recent Decision of the National War 
Labour Board 


A decision which may be far reaching in its effect, was recently made 





in an appeal from the Quebec Regional Board. The appeal was based on 
the fact that the conversion to peace time production made it necessary to 
idjust wage incentive rates in order to meet the price ceilings. In allowing 


the appeal, the Board has recognized the fact incentive rates effective on 
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VICTORIA CHAPTER 


war production could not be maintained on the output of civilian goods 
of an entirely different character and volume and still adhere to the price 
ceiling. 

There is no question but what this decision is absolutely sound and 
will ultimately redound to the benefit of the wage earner, but it is question- 
able as to how well it will be received by the labour unions. Herein lies 
one of the most difficult problems in reconversion, namely, to synchronize 
wage rates and cost of living, and as long as individual companies and in- 
dividual unions make their own private agreements the wage rates and the 
cost of living will never be reconciled. It would be much wiser if industry 
as a whole throughout the nation and labour unions as a whole were to face 
this problem together. We feel sure that a suitable plan could be reached 
by which an adequate wage could be paid to meet the existing price ceilings 
and thereby prevent a rising cost of living. It would largely be a matter 
of education since people must realize that all goods and services represent 
the expenditure of labour and to increase the cost of labour means more 
dollars are needed to acquire these goods and services. Therefore, it is no 
achievement on the part of a wage earner to secure increased wages apart 
from that which is derived by personal efficiency. Any increase in wages 
could not hope to compensate the wage earner for the increase in the cost 
of living due to or resulting from the raising of the price ceiling. 

It is, therefore, of national importance that industrial firms as a whole 
and labour unions as a whole co-operate in an endeavour to arrive at a 
schedule of wages that will make it possibie to produce goods which can be 
sold at the present price ceilings. Canada has achieved a remarkable record 
in maintaining economic stability during the war years and it is to the best 
interest of both capital and labour to keep it so. 





Victoria Chapter Formed 


On Wednesday, September 19th, the Vancouver Chapter sponsored a 
meeting of the accountants of Victoria in the Empress Hotel. The meeting 
was under the Chairmanship of Mr. K. Genn, R.I.A., and twenty-three 
accountants were in attendance. 

Mr. W. H. Furneaux, Dominion President, addressed the meeting on 
the subject, “What Management Expects of the Accountant”, and the Sec- 
retary-Manager, J. N. Allan, gave a brief outline of the aims and objects 
of the Society. Mr. F. G. Coburn, R.I.A., 2nd Vice-President of the B.C. 
Society, spoke on behalf of that body and invited the accountants of Victoria 
into membership and to form a Chapter. Sixteen of those present indicated 
their desire to form a Chapter, and the following Provisional officers and 
directors were elected: 


Chairman - : - K. Genn, C.G.A., R.I.A. 
Vice-Chairman - - - : J. M. Scott 
Secretary-Treasurer - - - J. MacArthur 
Directors - G. Marshall, J. LeMarquand, R.I.A., 


J. Robertson 
The Provisional Directors will proceed to enlarge the membership of 
the Chapter and expect to hold their first meeting during the month of 
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October. Mr. C. H. Davis, R.1.A., Secretary-Treasurer of the B.C. Society, 
accompanied Mr. Furneaux and Mr. Allan to Victoria and assured the 
Provisional Directors that the Vancouver Chapter would lend their full 
support in firmly establishing the new Chapter 

Norman Terry, Murray Gilmour and Charles Bailey were scheduled 
to go to Victoria by plane to attend the meeting, but unfortunately they 
were grounded by bad weather 

It is with great pleasure that we announce the formation of this new 
Chapter which is but further evidence of the aggressiveness of the Society 
of Industrial Accountants of B.C. On behalf of the officers and directors 
of the Canadian Society, we extend to the new Victoria Chapter a very 
warm welcome and wish its members every success in their new association. 


New ili 


Bay of Quinte 

Bruce C. Matthews, C.A., George A. Touche & Co., Kingston 
Calgary 

Miss Lucy Plunkett, A. J. Bartle. 

Miss Gertrude Gleason, United Grain Growers Ltd. 

A. R. Grant, United Grain Growers Ltd. : 

Harold Saklofsky, Alberta Pacific Grain Co. (1943) Ltd. 
Hamilton 

S. Wylie, Canadian Westinghouse Co. Ltd. 

W. W. Turner, Steel Co. of Canada Ltd. 

Robert Alderson, Toronto, Hamilton & Buftalo Railways. 

Norman L. Beckett, International Harvester Co. Ltd. 

Richard O. McQueen, The Wallace Barnes Co. Ltd. 

Lt. Wm. J. Raeburn, H.M.C.S. “Star”. 

Roy G. Freckleton, Hamilton Hydro Electric System 

A. R. Thompson, Coffield Washer Co. Ltd. 

Charles M. Ellis, International Silver Co. of Canada Ltd, 

John C. Coffey, Thompson & Thompson, Ltd. 

Norman B. Carr, Canadian Westinghousé Co. Ltd. 

Vernon A. Williams, Steel Co. of Canada Ltd. 

John G. Curran, Canadian Westinghouse Co. Ltd. 

Alex Curran, Canadian Westinghouse Co. Ltd. 

F. A. Baldwin, Steel Co. of Canada Ltd. 

Arthur J. Aylward, Hamilton By-Product Coke Ovens, Ltd. 

Lester Singer, Canadian Westinghouse Co. Ltd. 

John Laing, International Silver Co. of Canada Ltd. 
London 

Gordon Webster, St. Clair Processing Corp. Ltd 

Robert J. Wilson, Polymer Corp. Ltd. 

Brock H. Payne, Canadian Army. 

Clarence W. Peterson, Alford Automotive Supply. 

William A. Balkwill, Richard-Wilcox Can. Co. . 

Ronald W. Chambers, Towland Construction Co. Ltd 

A. R. Clarke, Chas. R. Will & Co. Ltd 
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Frank G. Smith, Empire Brass Mfg. Co. Ltd. 
Leonard G. Cutler, Lawson & Jones Ltd. 
George C. Burnard, Department of National Defence. 
C. S. Keam, Silverwood Dairies Ltd. 
E. N. Watson, Coleman Packing Co. Ltd. 
Joseph Philbin, St. Clair Processing Corp. Ltd. 
L. B. Sullivan, St. Clair Processing Corp. Ltd. 
Montreal 
G. H. Kimpton, Stevenson & Kellogg, Ltd. 
Niagara 
Alfred Owen, Interlake Tissue Mills Ltd., Merritton. 
Ottawa 
Frederick Saunders, Department of National Defence. 
Toronto 
J. P. Fitzgerald, Treasury Cost & Audit Division. 
Raymond B. Law, Massey-Harris Co. Ltd. 
S. E. S. Bain, Royal Canadian Air Force. 
G. H. Johnson, 205 Waverly Road (transfer from Ottawa Chapter). 
kK. S. Moeser, International Business Machines Co. Ltd. 
L. M. Schram, International Business Machines Co. Ltd. 
C. E. Kennedy, Addison Industries Ltd. 
Vancouver 
J. W. Curran, W. Russell Watson, C.A. 
W. D. Cameron, Edmunds & Walker, Ltd. 
J. Macindoe, Powell River Co. 
G. E. Johns, Powell Stores Ltd. 
J. L. Miller, Bralorne Mines Ltd. 
R. A. F. Humphrey, Bralorne Mines Ltd. 
Windsor 
T. A. Ridley, John Wyeth & Brother (Canada) Ltd. 





Chapter Notes 


Calgary 

The Calgary Chapter held its inaugural meeting of the season on 
September 14th when a large number of members and visitors gathered to 
meet the President of the Canadian Society, Mr. W. H. Furneaux, and the 
Secretary-Manager, Mr. J. N. Allan. Mr. Furneaux congratulated the 
Chapter officers on the fine work they were doing on behalf of the students 
not only in securing new student members, but also the manner in which 
provision was made to hold study groups and for adequate instruction. 

Mr. Furneaux spoke on the subject, “What Management Expects of the 
Accountant’, and Mr. Allan gave an outline of the history of the organiza- 
tion, its objects and its plans. 

The Chairman, Pat Bowsher, reported that plans for forming a Chapter 
in Lethbridge were progressing satisfactorily and it was expected a Chapter 


would be established before the end of the year 
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Edmonton 

A large and enthusiastic gathering marked the opening of Chapter 
activities. 

The Edmonton Chapter had an early start in its activities for the season 
when a large number of members and visitors met in the Corona Hotel, on 
September 11th, to welcome visiting officers of the Canadian Society in the 
persons of W. H. Furneaux, President, and J. N. Allan, Secretary-Manager. 

Mr.*-Furneaux extended greetings to the Chapter on behalf of the 
Canadian Society and praised the accomplishments of the Alberta Society 
since its incorporation. The subject of Mr. Furneaux’s address was “Em- 
ployer-Employee Relations’, in which he outlined a plan of wage incentives 
that would promote better relationship between employer and employee. 

Mr. Allan described the aims and objects of the organization and gave 
a brief outline of the opportunities that lie ahead for members of the 
Society. 

The Chapter Chairman, J. V. Dodds, explained to the members that 
the program for the year would take the form of a series of lectures to be 
given by Mr. F. G. Winspear, C.A., of the University of Alberta. 

Fort William-Port Arthur 

The Chapter held its first meeting of the season, September Sth, in the 
Royal Edward Hotel, Fort William. A large attendance of members and 
visitors greeted the Dominion President, W. H. Furneaux, and the Secretary- 
Manager, J. N. Allan. Mr. Furneaux spoke on the subject, “What Manage- 
ment Expects of the Accountant’, and Mr. Allan gave a report on the 
activities of the Society and outlined the plans for the future. 

The Chairman, D. R. Harrison, welcomed the visiting officers and 
spoke of the plans for the Chapter for the coming season, stressing particu- 
larly student activities. W. J. Strachan gave a report on the Annual Meeting 
held in Kitchener and spoke enthusiastically of the interest manifested by 
the various officers in the educational work. 

Hamilton Chapter 

The first meeting of the 1945-46 season was held on Thursday, Septem- 
ber 20th, in the Mural Room, Royal Connaught Hotel. 

Mr. Geo. H. Greenhough, R.I.A., Chairman, welcomed members and 
visitors and expressed his appreciation of such a large attendance. The 
Chairman also announced a varied and interesting program arranged for 
this season. 

The speaker of the evening was Mr. Robt. J. Menary, C.P.A., R.LA., 
Deputy City Finance Commissioner. “Your City” was the topic of his 
address. The speaker traced the forming of communities and their growth 
to towns and Cities, pointing out benefits and privileges derived from cities 
and also the pitfalls, slums, and ignorance created when the same cities be- 
came too large and politically stagnant. He said our country and city coun- 
cils should be a proving ground from which our voters could elect Provin- 
cial and Federal Governments. Mr. Menary’s talk, so capably given, was 
well received. 

Lively entertainment was enjoyed and various reports rounded out a 
successtul meeting. 
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Toronto 

Toronto Chapter got off to a flying start on its 1945-46 season, which 
promises to be the most active in its history. 

J. E. McKee, Chairman, in speaking to the large gathering assembled in 
the Main Dining Room of the Ontario Club first introduced the New Board 
of Directors, and complimented the members in having such a strong group 
all pledged to work in their interests. He also complimented Mr. Max 
Coutts, Chairman, and Members of the Speakers’ Committee, on the splendid 
job they had done in arranging for such a representative group of speakers 
for the various meetings, all of whom were outstanding in their chosen 
line of work. 

Mr. McKee gave the members a short outline of the happenings at the 
last Annual Meeting, and in introducing the speaker of the evening, Dr. 
Dwayne Orton, Director of Education for International Business Machine 
Corporation, stated that there was no company in the world where so much 
was being done in the matter of education, both for its own employees, 
and for ‘Users’ of the corporations various products. 

Dr. Orton gave an outstanding talk, and pointed out that his Com- 
pany’s Educational Department was started many years ago by Mr. T. J. 
Watson, President, who has always said that, “There is no saturation point 
in education.” 

Dr. Orton's talk was so informative that it will be reproduced in a 
future issue of “Cost and Management”, so that all the members of the 
Society across Canada will have an opportunity of reading it. 


INDUSTRIAL 
ENGINEERING 


The tremendous expansion and readjustment of the industrial 
plants in recent years has emphasized the importance of scien- 
tific methods in the development of the plant and the distribu- 
tion of equipment. The proper flow of both raw and finished 
materials, the proper management of the personnel, and the 
proper protection of those at work—all call for scientific 
study. 

A good technical background in mechanical and electrical 
engineering and in shop equipment and practice is necessary 
in order that the functions of the various departments may be 
understood and analyzed. 

Graduate members of the Society will find this I.C.S. Course 
comprehensive and adequate for their requirements; and I.C.S. 
“training” a new experience in educational achievement. 

Full information without obligation. 


INTERNATIONAL CORRESPONDENCE SCHOOLS 
CANADIAN, LTD. 1517 Mountain St., Montreal 


Dept. N-1 
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CURRENT LEGISLATION 


Vancouver 

A record attendance marked the beginning of activities for the season 
when the Chapter held its first meeting on September 20th at the Hotel 
Georgia. The speaker of the evening was Mr. W. H. Furneaux, President 
of the Canadian Society, who spoke on the subject of “What Management 
Expects of the Accountant’. Also present was Mr. J. N. Allan, Secretary- 
Manager of the Canadian Society, who gave an outline of the plans of the 
Society for the immediate future. 

Vic Fieman gave an excellent report on the meetings planned for the 
next few months and they promise to be very lively. The Provincial Secre- 
tary, Clifton Davis, reported that a Chapter had been formed in Victoria 
under the sponsorship of the Vancouver Chapter. Norman Terry, President 
of the Provincial Society, gave a brief review of the work covered during 
the visit of Mr. Furneaux and Mr. Allan, and expressed the feeling that the 
B.C. Society was now firmly established and looking forward to a rapid 
growth in the coming year. 

The meeting was under the direction of the Chapter Chairman, Murray 
Gilmour. 

Following the meeting, Norman Terry and Nick Abramsen accompanied 
the visiting Canadian Society Officers to Powell River where they were 
conducted through the mill of Powell River Co. and later addressed a well 
attended meeting 





Current Legislation 
By Adam C. Zimmerman, B.A. 


DUTIES OF EXECUTORS UNDER THE WAR INCOME TAX ACT 


No order in Council has been enacted since the last issue of “Cost and 
Management” in which the Members of the Society are particularly inter- 
ested. As, however, the professional accountant may, from time to time, 
act not only as Executor and Trustee of an estate, but may also be called 
upon for advice, the following brief notes may prove of value. 

The Income War Tax Act provides, inter alia, that the executor must 
file returns and to pay taxes which the deceased would have to pay during 
his lifetime. The sections to which reference is made are sections of the 
aforesaid Statute. 

RETURNS 

(1) Section 37 of the said Act requires the executor to file T.1 Return 
for income received by the deceased in the calendar year or years preceding 
the year of his death. This duty will likely arise when death occurred 
before 30th April or where the deceased failed to file his return because 
of sickness or other cause. 

(2) The date for the filing of the said return is fixed by statute. Sub- 
section 3 of section 33 imposes a duty upon the executor to file the return 
in the case of a deceased person in respect of his income received or accrued 
up to the date of death within six months thereafter. In the case of an 
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intestacy the return shall be filed by the administrator or heir or heirs of 
such deceased person. 

(3) The income required to be shown on the return is the income 
actually received or credited to the deceased between January the first and 
the date of death, including wages, salaries, interest, dividends, rents, 
royalties, professional fees, annuities and other income payable periodically, 
apportioned during the period such income arose. Bond interest, mortgage 
interests or other accruing interest such as arising from a promissory note 
is to be adjusted or apportioned as of the date of death from the last pay- 
ment date. Stock dividend is not included in this general category of 
income unless it has been declared by the debtor prior to death. 

(4) Partnership income or income derived from a business occasioned 
considerable confusion before the practice became established and the 
Statute amended. 

In cases where the fiscal period of the partnership of the business is 
the same as the calendar year, the Executor has only to ascertain the income 
of the deceased from that source from the 1st January to the date of death. 
The situation is more complex, however, where the fiscal period of the 
partnership or business is other than the calendar year. The taxing Statute 
refers to the matter in section 34, subsections 1 and 2. 

Subsection 1 enacts that a partner or proprietor or a business whose 
fiscal period is other than the calendar year shall make a return of his income 
from the business for the fiscal period ending within the calendar year, but 
his return of income from other sources shall be made for the calendar year. 





Death terminates a partnership and fixes a fiscal period. Thus the 
Executor is required to show on the return for the year of death the income 
of the business from the beginning of its fiscal period to the date of death. 
Before subsection two was enacted, this situation often caused considerable 
hardship. Two fiscal period frequently ended in the same calendar year, 
resulting in the Executor including in one year's income the income of a 
partnership or business for a period greater than the twelve months. Section 
34 (2) now provides that in case a partner dies after the close of the fiscal 
year but before the end of the calendar year, a separate return of the income 
of the deceased partner from the business after the close of such fiscal 
period up to date of death shall be filed. 


The result is that the Executor, in the above event, shall file two T.1 
returns. 


(5) Tax Deductions are allowed under the Act. As the income tax 
is levied on a calendar year basis, expenses for a full year’s business may 
be apportioned. Income derived from real estate affords the best example 
of such apportionment. The Executor may claim as a deduction of the 
income from that source the realty taxes, adjusted from 1st January to the 
date of death. It is to be noted, however, that tax credits for dependents 
as defined in the Statute and for married status are not required to be 
adjusted as of the date of death but may be claimed in full, including the 
exemption for the graduated tax. 

(6) The T.3 Return is a form required to be filed by all Executors or 
other persons responsible for the administration of an estate. This form is 
a form of record, showing the gross income received, expenses and distribu- 
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tion of the income. The source of all income is shown and also particulars 
of the amount of income tax deducted at the source. In event any beneficiary 
resides in the United States, an additional form known as U.S. T.4-5-6 is 
to be filed. This form shows the income paid to each resident of the United 
States, less the Canadian tax of 15% 

Where income is capitalized by the Executor form T.1 General is filed. 
Section 11 (2) and (4) relate to this aspect of the administration of an 
estate. 

TAXES TO BE PAID 

Sufficient assets of the estate under administration shall be applied by 
the Executor in payment of income taxes owing by the deceased up to the 
date of death. It is also to be observed that the Executor is liable for 
the deduction of tax from the wages of employees of the deceased if the 
employment is continued. Section 9B (2) (d) requires the Executor to pay 
o non-resident beneficiaries of 


the 15% non-resident tax on income paid 
the estate (Form 603). 

PENALTIES 

The Executor is subject to penalties, in cases often severe, for the 

failure to make the proper filings and for any false return or statement. 

Before the assets of an estate can be distributed, the Executor is required to 


obtain a clearance certificate from the Minister 


Current Literature Digest 
By Harold Bricker, R.I.A. 
IT IS BEING DONE IN SOME ORGANIZATIONS 


As an example of what is possible in the creation of internal goodwill 
it is interesting to read the recent report on the employee-employer collabor- 
ation developed in the Dominion Foundries & Steel Ltd., of Hamilton, 
Ontario, and published generally. 

It is a plan by which the individual, during his time of highest earning 
power, can provide for the time when his earnings may decline or cease 
altogether through death, disability or old age. 

The special features were its inclusive nature, the fund being financed 
by employee-employer collaboration; its flexibility permitting the employee 
to draw benefits either in a lump sum or as a government annuity or a 
combination of both at the discretion of the committee in charge, and a pro- 
vision that employees quitting or discharged be allowed half their share ot 
company contributions in addition to their own contributions. It is believed 
the first plan established in recent years to make public its results. 


AFTER COST DETERMINATION — COST CONTROL 


In the Journal of Accountancy there is an article on “After Cost De- 
termination—Cost Control’. The progress of Cost Accounting is well pre- 
sented. The Cost Accountant, during the years preceding the war, had 
advanced in technique, in experience, in ingenuity, and in objective thinking 
far enough to give management this indispensable tool with which to 
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control, supervise and manage However, the cost accountant was, even 
jluring the war period, compelled to devote his time and efforts to those 
minute and painstaking details connected with COST FINDING,—cost 
determination 


ECONOMICS AND POLITICS 


In the Accountants Magazine there is an interesting article which states 
that a survey of the past relations between the economist and the politician 
does not reveal any very close or lasting kinship. At times political thought 
has been considerably affected by economic theories, although there may 
have been a considerable time lag between the enunciation of current theories 
and their absorption into political thought 

Conversion cannot wait on this time lag which is largely due to the 
necessity of tempering policies according to current commerce performance 
When Government policy is indicated, it is only natural business contingency 
that operations proceed with a hope for success. 

At various periods during the progress of the war production program 
the Government issued manuals covering the requirements, in war contracts, 
of contractors with regard to records and the ailowable costs that might be 
applied against war contract operations. Procedures were outlined and 
even statement forms were stipulated from the formal contract, acceptance 
of tender, invoicing, down the line to termination claims and finalization 
reimbursements. This left to the contractor only the responsibility of prov- 
ing that all costs applied to his contract were incident to, necessary for, and 
properly chargeable. ; 

This proof is perhaps the only risk the contractor had to assume upon 
the acceptance of a war contract, as the risk taking function of private 
enterprise ceases almost completely when dealing with the Government. 
The profit limit and renegotiation clauses are the means by which the govern- 
ment controls the cost and profit to the contractor. The devices adopted 
by the Government to accomplish this included 
(1) The cost plus a fixed-fee contract 
(2) Operation by a corporation of government owned properties for a 

management fee : 

(3) The use of escalator clauses whereby a contractor is compensated for 
the increases in material prices and wage rates 

(4) Provision by the government of facilities which, probably, will not be 
operated after the war. 

(5) The right to amortize war facilities provided by the contractor over 

a short period; and 
(6) Fixed price contracts with re-negotiation provisions 

Under these conditions the cost accountant's interest was forced to 
shift from the control of costs to the determination of costs and his chief 
problem centred in the statement outlining the description and elements 
of cost which should be considered and which would be permitted in govern- 
ment contracts. Excessive profits and excessive or unreasonable costs re- 
ceived continuous, and universal, attention, yet, the mere observance of 
the rules laid down in the various laws, regulations, manuals of explana- 
tions could not solve the dilemma of the contractor. 

Questions arose in the businessman’s mind such as: 
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(1) Are costs which are legally incurred for actual purchases of materials 
or payment of labour to be held unreasonable and excessive because of 
inexperience, inefficiency or lack of skill on the part of the contractor? 

(2) If such costs are to be held excessive and unreasonable, what is to be 
the standard—the most efficient producer, the average producer, or 
the marginal producer? 

(3) If a penalty for inefficience is intended, is it to be collected on the 
basis of past performance, or is it to be used as a bargaining point in 
re-negotiation ? 

With all these ‘‘paper’’ conditions and procedures, some war emergency 
could come along with, “To h—— with the costs and the paper records, 
let’s get the goods out and rolling.’ Hard driving industrial management 
was measured solely by the yard stick of the quality and quantity of materials 
which flowed from the assembly lines. The straight jacket of records and 
cost was often considered a superfluous and unpatriotic halter. 

Such conditions and attitudes did not enhance the cost accountant’s 
chance to present and determine the cost that was to be incident to, necessary 
for, fair and reasonable, and chargeable to the contract. 

The termination of contracts, on notice, involves factors of cost account- 
ing and cost determination under the contract conditions with respect to the 
incompleted portion of the contract. The cost system was designed to 
serve these war production conditions. 

While war production executives have been willing to accept and 
acknowledge the fact that cost accountants did a remarkable job of cost 
keeping, cost finding and cost determination, many of them have only the 
merest nodding acquaintance with the needs and purposes of a cost-control 
program. 

Some of the principles of cost control essential for the guidance and 
regulation of the internal operations of a business have been listed as 
follows: 

The properly designed cost system will leave nothing to chance as it 
is the means through which management understands, controls, and directs 
the operations of the enterprise. It must be readily workable, simple enough 
so that the details are routine and the section and division heads can devote 
their time to the more important phase of planning and guiding future 
developments. 

The cost accountant must be certain and confident that the system does 
enable him to perform executive responsibilities and in doing that it can 
only be the servant, it must not be the master. 








AVAILABLE 
REGISTERED INDUSTRIAL & COST ACCOUNTANT 


Desires position with manufacturing concern. Varied practical ex- 
perience in design, installation and supervision of Process and Job 
Order Cost Accounting Systems. Education includes intensive training 
in all phases of Industrial and Cost Accounting. (Diplomas and 
Degree). Willing to locate anywhere. Age 30. Married. Reply 
Box No. 1, Cost and Management. 
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Settlement of Terminated Contracts 
By W. F. WILLIAMS, F.C.A., 
Chairman of the Contracts Settlement Board 


The end of hostilities on all fronts has naturally brought with it the 
termination of most, if not all, of the contracts entered into with manu- 
facturers for the production of munitions and other supplies necessary for 
waging war. This means, of course, that contractors who, for the past six 
years, have been engaged in an “all out’ War Production Program, must 
now readjust themselves and their thinking in respect of the reconversion 
it their plants to peace-time production. 


The case with which this transition takes place will depend to a large 


extent not only on the manner in which we settle the Claims of Prime Con- 
tractors under these terminated contracts but also upon the way in which 
the prime contractors settle the Claims of their sub-contractors. In many 
cases, the need for financial assistance and for plant clearance is greater, 


nore urgent, with sub-contractors than it is with the prime contractors. 





There are many problems arising out of the termination of contracts 
prior to completion, many of them peculiar to individual contracts. Gen- 
erally speaking, however, the contractor is interested in two things, namely, 
the financial settlement of his Claim and the clearance from his plant of 
those production and expense materials and Government-owned equipment 


1 


no longer required for war production. To some contractors ,the first of 
these is the more important; to others, plant clearance is more urgent. Both 
should be accomplished as speedily as possible. I assure you that we of 
the Contract Settlement Board of the Department of Munitions and Supply 
are guite as anxious as you, the contractor, to settle all Claims, early, reason- 
ably and with dispatch 

Speed, however, while important, is not the only consideration in 
settling Claims under terminated contracts. Since all these Claims must be 
paid with public funds, and since the public funds are made up of the tax 
contributions made by you and me and all dther citizens, it is essential that 
these Claims be carefully reviewed and the surplus materials physically 
examined in order to be sure that all charges are properly allocable to the 
terminated contract and that the materials have not been purchased in excess 
of the reasonable quantitative requirements of the terminated portion of 
the contract and are necessary and suitable for the production thereunder. 

I should like to tell you to-night something about the operations of 
the Contract Settlement Board and what we have done and are doing to 
settle Claims under terminated contracts. 

The Contract Settlement Board was created by the Minister, the Honour- 
able C. D. Howe, for the purpose of co-ordinating, within one body, all 
phases of the settlement of Claims arising out of terminated contracts. The 
Board commenced to function as of January 1, 1945, and is divided into 
three main divisions-—the Settlement Division, the Inventory Inspection 
Division and the Property Transfer Division. 

The Settlement Officer is the one representative of the Board with 
whom the contractor primarily comes in contact. It is with him that all 
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negotiations leading to the financial settlement of the Claim should be 
conducted. The Settlement Officer, however, does not act alone. He is 
assisted by representatives of the other Divisions of the Board, as well as 
by those Purchasing and Production Officers of the Department who are 
conversant with the original negotiations and the production of the par- 
ticular store concerned. In addition, he may consult representatives of the 
Legal Branch of the Department, as well as the Inspectors attached to the 
Cost Inspection and Audit Division of the Office of the Comptroller of the 
Treasury. 

The Inventory Inspection Division is charged with the responsibility 
for determining that the inventories presented with Claims are reasonable 
and suitable for the terminated contract, and that they are not in excess 
of the reasonable quantitative requirements of the terminated portion thereof. 
In many cases, our Inspectors are assisted by the Technical and Inspection 
Personnel of the Royal Canadian Air Force, the British Admiralty Technical 
Mission and the Inspection Board of the United Kingdom and Canada. 

The Property Transfer Division is responsible for seeing that all surplus 
materials which have become Crown property as a result of the Settlement 
are turned over to the appropriate Government agency for disposal. 

In February, 1944, the Department issued the Manual of Procedure on 
Termination of Contracts. A revised edition was issued in April, 1945. 

This Manual was prepared by a Committee consisting not only of 
Officers of the Departmentof Munitions and Supply, but also representatives 
of Industry and Professional Accountants. The Forms to be used by con- 
tractors in filing Claims for Final Payment, following the termination or 
partial termination of their contracts and Requests for Interim Payment 
were also prepared by this Committee. If you have not already done so, 
I urge you to read and study the Manual carefully and to familiarize yourself 
with the various procedures and forms set out therein. 

In January, 1944, Order-in-Council authority was secured enabling the 
Minister to settle Claims under terminated contracts by negotiation and 
agreement with the contractor concerned. This basis of settlement is the 
normal method adopted by businessmen in their ordinary commercial deal- 
ings. It is, of course, based on the principle that parties to a contract may 
negotiate and agree between themselves on the amount to be paid in settle- 
ment of their unliquidated obligations. This does not mean mere “horse 
trading’, however. A thorough review of the Claim presented by the 
contractor must be made by the Settlement Officer. This review is made 
in conjunction with the Production Officers concerned, and, as I have already 
stated, with various other officers of the Department and of the Office of 
the Comptroller of the Treasury. It does not necessarily involve a complete 
audit. In many cases, an office review of the Claim is sufficient. This will 
be the case particularly where the contractor is known to have installed 
and maintained adequate accounting and production records, and where 
Treasury auditors are familiar with his accounts. 

I should like to emphasize the necessity for maintaining accurate records, 
both production and financial. I am told by the Director of the Cost Inspec- 
tion and Audit Division of the Office of the Comptroller of the Treasury 
that, in many cases, one of the principal.causes for delay in issuing audit 
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reports is the fact that the contractor’s records are inadequate and do not 
lend themselves to ready verification—particularly in respect of work-in- 
process and inventory valuations. It seems to me that if the contractor is 
able to prepare a Claim at all, he should be able to substantiate his figures 
it audit. There is a definite responsibility on the contractor to maintain 
prope: records. Section 13 of the Department of Munitions and Supply 
Act has been printed in the Manual in full, and I call your attention to it, 
particularly to the first three clauses. This legal responsibility has been 
placed upon the contractor not by regulation of the Contract Settlement 
Board but by an Act of Parliament. If proper and adequate records have 
not been set up, some delay in reaching final settlement is inevitable. 


We will arrange, where necessary, to finance a contractor during the 
period between the time when his contract is terminated and when final settle- 
ment has been agreed upon. In such cases, the contractor may file a Request 
for Interim Payment, Form M & S 1820. This includes a statement by the 
contractor, showing the estimated amount of the inventory which he has on 
hand at the time of termination, his probable liability to employees who 
will be laid off as a result of the termination, the amount which he estimates 
he will have to pay to sub-contractors in liquidation of their Claims against 
him, and such other amounts as he may be required to pay for costs subse- 
quent to, but arising out of, the termination. 


Plant Clearance 

Many contractors have told us that for them it is of greater importance 
to have their plants cleared of the production and expense materials which 
have become surplus through a termination than it is to complete the actual 
settlement of their Claim. With this in mind, and with a view to assisting 
contractors in the reconversion of their plants from war-time to peace-time 
pzoduction, we have worked out with the officers of the Department of 
Reconstruction and War Assets Corporation a somewhat revolutionary plan 
of plant clearance known as Plan “A’ which we believe will accomplish 
the desired result. The Plan is set out in detail in Chapter VII of the 
Manual, and also you will find full particulars on the last page of the revised 
Claim for Final Payment. 


This Plan involves a transfer of title from the contractor to the Crown, 
prior to settlement of the Claim. In fact, title may be transferred prior 
to the actual filing of the Claim. When a contractor decides to adopt this 
Plan of plant clearance he must notify War Assets Corporation of his inten- 
tion to do so as soon as possible after receipt of the Notice of Termination. 
He should indicate in a general way the nature of the inventory which will 
become surplus, an approximate statement of the amount involved and should 
also indicate the date on which the contractor feels his inventory will be 
completed and when he will be in a position to turn over to War Assets 
Corporation the custody of the materials listed therein. At the same time, 
a copy of this notice must be forwarded to the Secretary of the Contract 
Settlement Board. 


In some cases, it may be possible for War Assets Corporation to assign 
an officer or officers to assist the contractor at the time the inventory is 
being taken. The Corporation may also, under certain conditions, request 
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the co-operation of the contractor in providing within the plant a small space 
which could be used for receiving and shipping purposes. 

The contractor, however, is under no obligation to adopt this Plan of 
plant clearance. If he is unwilling, or unable, to transfer title to the 
Crown in advance of actual settlement, he may arrange to settle under 
Plan “B’ which, in effect, is the same plan as has been in use previously. 
In this case, he should not notify War Assets Corporation of his intention 
to adopt Plan ‘“B’. The Corporation should only be notified in the event 
the contractor elects to adopt Plan ‘A’. Regardless of which plan of plant 
clearance the contractor decides to adopt, he must prepare his inventory in 
accordance with the instructions set out on the Claim Form. This inventory 
should be classified as outlined in Chapter V of the Manual. The proper 
preparation of the inventory lists is most important, as it forms the basis 
of the Claim for reimbursement following the termination of a contract. 

If the contractor elects to adopt Plan ‘A’, he is required to turn over 
to War Assets Corporation three copies of the Inventory Schedules Ala, Al 
and A2, as well as two copies of the Assignment of Titles Form. The 
Schedules, incidentally, need not be priced, although if it can be conveniently 
done, there is some advantage in having them priced. These Schedules will 
be received by the Corporation with the materials and the contractor wil! 
be given a receipt covering the various articles taken over. This receipt, 
however, will be valid as to quantity and condition only. The responsi- 
bility for checking the suitability of the materials and the reasonableness 
of the quantities in relation to the uncompleted portion of the terminated 
contract is on the Inventory Inspectors of the Board, who will examine the 
inventory lists later and will report thereon to the Settlement Officer. 

Contractors are required to file with the Secretary of the Contract Settle- 
ment Board three copies of the Claim for Final Payment. These copies 
include the Inventory Schedules which, of course, must now be priced and 
completed. Let me make it clear that regardless of which plan of plant 
clearance the contractor elects to adopt, he is required to submit three com- 
pleted copies of the Claim for Final Payment, including all Schedules and, 
in addition, he must submit three extra copies of the various Inventory 
Schedules known as Ala, Al and A2. These additional copies of the Inven- 
tory Schedules should be forwarded in accordance with the instructions 
set out on the first page of the Form. If Plan “A” is adopted, they will 
be given to the representative of War Assets Corporation. If Plan “B” 
is adopted, they will be forwarded preferably in advance of the actual Claim 
to the Secretary of the Contract Settlement Board. 

The contractor should become familiar with the inventory classifications 
to which I have already referred and which are required by War Assets 
Corporation. If you have any doubt as to the category in which any inven- 
tory item should be placed, you should communicate with the nearest repre- 
sentative of War Assets Corporation, who will, I am sure, be glad to advise 
you in this connection. 

We are opening an office in Vancouver in the hope and expectation 
that we will thus be able to speed up settlement of Claims of those con- 
tractors resident in the Provinces of British Columbia, Alberta and Sas- 
katchewan. The office is located in the Marine Building and will be under 
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the direction of Mr. W. J. Andrew, a native of Vancouver and a graduate of 
the University of British Columbia. Mr. Andrew has been associated with 
the Department of Munitions and Supply for the past four years. Until 
comparatively recently, he was Executive Assistant to the Director General 
of the Arsenals and Small Arms Ammunition Branch of the Department, 
Major General D. E. Dewar. For the past four months, he has been on 
the staff of the Contract Settlement Board and he is anxious to be of 
assistance to you in the preparation of your Claims and in expediting their 
settlement. If you are a prime contractor or a sub-contractor, he will be 
glad to discuss your problems with you and to help you in every way 
possible. He will have a supply of all the necessary Forms, as well as copies 
of the Manual of Procedure. I urge you to make use of his services. 

In settling Claims submitted by contractors following the termination 
of contracts, it must be remembered that the Settlement Officer can only 
allow those costs which have been actually incurred and which are clearly 
identifiable as properly applicable to the uncompleted portion of the 
terminated contract. Some charges cannot be allowed. If I name a few 
of these non-allowable items, it must not be assumed that those to which 
I refer are the only excluded costs 

Generally speaking, however, these include such things as losses on 
other contracts, fees and other expenses not directly related to the termin- 
ated contract, losses on investments, provisions for contingencies and 
premiums on life insurance. Other non-allowable items are expenses of 
converting the contractor's facilities to other uses, the loss or expense 
occasioned by reason of the fact that the contractor negligently or wilfully 
failed to stop work within a reasonable time after the receipt of the Termin- 
ation Notice and costs incurred because of materials or services purchased 
or contracted for in excess of the reasonable quantitative requirements of the 


contract. 


In connection with the costs subsequent to but arising out of the can- 
cellation, the Settlement Officer will only allow such costs as can_ be 
definitely identifiable as pertaining to the terminated contract or properly 
attributable to t! ration. Many contractors have submited Clair 
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read the Manual and read the instructions on the various Forms which they 
are reqiured to complete. 

The Manual of Procedure on Termination of Contracts was issued to 
help contractors prepare their Claims. It was given as wide a distribution 
as possible. Members of the Canadian Manufacturers’ Association, the 
Dominion Association of Chartered Accountants and the Canadian Society 
of Cost Accountants and Industrial Engineers were supplied with copies by 
their Associations. It has been somewhat surprising, therefore, to find that 
there are a few contractors who, apparently, have either not received a copy 
of the Manual, or, who, if they have received it, have not read it before 
preparing their Claims. 

Sub-Contractors’ Claims 

I would like to call your attention to Chapter VI of the Manual. This 
deals with the settlement of the Claims of sub-contractors. Prime con- 
tractors should make it a point to deal expeditiously with all such Claims 
submitted to them. 

When a Termination Notice is received, certain instructions will be 
attached thereto. One of these instructions is to the effect that the Contractor 
is required to submit to the Secretary of the Contract Settlement Board a 
list showing the names of all sub-contractors and suppliers whose contracts 
or orders have been terminated by the prime contractor as a result of the 
termination of the prime contract. This list must show the contract price 
and the value of the cancelled portion of each sub-contract or order so 
terminated, and, if possible, an approximate amount of the claim to be 
presented by the sub-contractor. In certain cases, the Board may authorize 
the prime contractor to make settlement of some or all of these Claims with- 
out reference to the Board. This, of course, is without prejudice to the 
right of the Minister to review and audit such settlements. If such per- 
Mission is given, the prime contractor is, nevertheless, expected to review 
all Claims to the same extent, and to effect settlement on terms as favourable 
to the Government, as if payment were being made with his own funds and 
reimbursement by the Government were not involved. He is required, in 
fact, to certify to this effect. If the sub-contractor’s Claim is in an amount 
in excess of that which the prime contractor has been authorized to settle, 
it must be submitted to the Board for approval. This, however, should only 
be done after the prime contractor has satisfied himself as to the reasonable- 
ness and suitability of the materials listed in the Claim and after he has 
examined it from a financial and production aspect. A recommendation from 
the prime contractor is absolutely necessary and must accompany the sub- 
contractor's Claim when it is submitted to the Board. 

Some contractors appear to be under the impression that they may not 
submit any one sub-contractor’s Claim to the Board until they have settled 
with all sub-contractors, or until they have completed their own Claim for 
Final Payment. As a result, many sub-contractors have written to us stating 
that they have been unable to secure payment of their Claim from the prime 
contractor and have asked us to expedite the settlement of the prime con- 
tractor’s Claim. 

It is unnecessary for prime contractors to delay settlement of the Claims 
of their sub-contractors until they themselves have arrived at a settlement 
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e various procedures set up by the Board have all been designed to 
contractors in clearing their plants and in effecting quick settlement 
ing the submission of their Claim for Final Payment. Our Settlement 
$ are anxious to assist in every way possible. However, with all the 
rill in the world they cannot arrive at a settlement alone. We must 
the co-operation and assistance of the contractor. This involves the 
ration of a proper Claim which is capable of ready verification, and 
Begregation of inventory so that all materials may be readily examined. 
Settlement Officer cannot recommend interim payments or final settle- 
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I hope that these remarks may be of assistance to you in dealing with 
e manv problems arising out of the termination of contracts prior to com- 






pletion. I am well aware of the fact, however, that I have not covered 
everything there is to know about contract settlement,—far from it. New 
prob!ems arise from day to day, and it is only by keeping in close touch 
with your Settlement Officer, who may be assigned from time to time to 
deal with your Claims, that we may all reach our objective of speedy, fair 
and reasonable settlements. 














The following are questions submitted to Mr. Williams and his answers 
to the same. 





Q. We enter in this picture as a subcontractor as we have had our 
orders for transport ferry valves terminated By the shipyards. 







Briefly our problem boils down as follows—we received orders for six 





sets of transport ferry valves from one customer, and two sets from another. 
It was very impractical for us to run these through on separate work orders 
so we ran these through on one order planning to pro-rate the charges 
at the completion of the contract. 









However, the customers are now asking us to fill out forms M & S$ 






1829 which calls for individual prices on each of the individual parts. We 






do not have records of these costs on each separate item. As there are about 






1500 pieces in all stages of production (castings only, partly machined and 



















completed) they are asking an impossibility. True, we could spend a few 
weeks going over all these pieces estimating, but this would only run the 
costs up, and would not be accurate. 
Our proposition is as follows: We have our total labor costs (at cost) 
on the whole contract, along with the material. Could we not add ihese 
together, add our overhead, on the basis of our direct labor, plus profit and 
pro-rate it. 

It seems to us that this is a far simpler and more accurate method. Also 
we would like to know that percentage of profit the government will allow 
us. Our suggestion is 10% on our total cost but it is no use putting this in 
unless it will be approved. Your comments will be appreciated. 

A. Mr. Williams stated that he felt this was a practical suggestion, but 
that the best means of settling the matter would be to put it up to Wartime 
Shipbuilding, Limited. As far as the request for 10% was concerned, he 
thought he could state definitely that this would not be approved and that 
although he preferred not to deal in percentages, he thought the maximum 
allowed would not be more than 5%. 
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as rent, maintenance, etc., during this period, with the excep- 
proportion which might be attributed to a nominal amount 
work? 

Ordinarily, the Crown would accept as costs, items which were 
related to the Termination of Contracts. However, Mr. Williams 


clear that such items must be kept separate and clearly identifiable 
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is mot the intention of the Crown to undertake to keep such a con 


actor in business 
Q. Is the Crown prepared to accept as a charge to termination claims 


salaries paid in lieu of notice to employees Jaid off as a direct result of 





minations, but after a delay of a few weeks required to close out the 
perations of the plant? The plant was engaged almost entirely on war 
contracts and absorbed overhead on a direct labour basis. 

A. The Crown will accept any charges for labour which are necessary 
to comply with the regulations of National Selective Service. Where it is 
possible to give notice in advance, this should be done and in a case of 
this kind 7 days would in any case be the maximum notice allowed for 
salaried or other employees ’ 

Q. In regard to raw materials on order from U.S. manufacturers but 
not shipped, and on which manufacturer will not accept cancellation: Should 
this material be left at the U.S. mill or brought forward? 

A. Prime contractors are required, wherever possible, to place con- 
tracts on the same general basis as those placed directly by the Department. 
However, it is recognized that in the case of contracts placed with United 
States firms, this is not always possible, and in a case of the kind described 
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it is recommended that the contractor leave the material in question in the 
United States, as there is no particular point in paying freight charges on 
material which might possibly be of no use in Vancouver. Moreover, War 
Assets Corporation are at present working out disposal problems with the 
United States authorities and this material could be handled at the United 
States plant. The contractor should advise the Contracts Settlement Board 
the whereabouts of the material. 

Q. How soon can contractors expect to receive payment for the manu- 
factured articles? 

A. This depends on how soon the contractor can prepare his inven- 
tories. The Board tries to get payments through in 60 days. In any case, 
of course, an interim payment can be arranged. 

Q. Will firms be required to continue paying heavy storage expenses 
and insurance indefinitely, until goods which have little commercial value 
are disposed of ? 

A. It is mot necessary to insure Crown property. The Contractor 
would be wise to keep the stock insured until title has passed to the Crown. 
Under Plan A the contractor may request War Assets Corporation to enter 
into a storage arrangement or to dispose of the goods. Under Plan B the 
contractor may, on 14 days’ notice, file notice that he intends to charge 
storage at the end of 60 days. 

Q. Could a reasonable estimate be given as to the time it would take 
to receive payment on account as provided for. 

A. The Contracts Settlement Board tries to get these payments out 
within 2 weeks’ time. 

Q. Does a stop work telegram constitute a notice of termination and 
will a notice of termination with M & S 2088A attached be received in due 
course? 

A. No. It will be followed within a reasonable period by an official 
notice of termination which will usually refer back to the date of the stop 
work telegram. If a discrepancy exists between the telegram and the official 
notice the contractor should take this up with the Board. 





Cost Accounting Controls in the Gold 
Mining Industry 


By Clifton H. Davis, R.I.A. 


Correct cost figures in a mining venture, I believe, are more important 
than in most types of industry, because it is necessary to secure and keep 
the confidence of the investing public. As mining is one of our most 
valued resources I feel that more should be done in controlling the costs 
and this will pay big dividends by building up this confidence, and will 
therefore make more capital available for the development of our mineral 
wealth. 

Let us consider gold mining. You are not producing a competitive 
article, but unless the cost of operation is known step by step, along with 
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the actual production values, the venture could easily collapse through over 
expenditure. 

The following is a brief outline of the way I have handled mine cost 
accounting. The underlying principles can be used in various mine set ups, 
but it must be remembered that every mine operation has its own local 
peculiarities and the system must be built up so as to take care of all the 
governing factors and must incorporate the information required by the 
various officials and directors. 

After preliminary reports of the mining engineers and consultants have 
proven the property to be a satisfactory investment, sufficient funds are 
raised to develop the property to its production stage. Development plans 
are drawn up and a budget of expenditures laid out. 

At the commencement of operations temporary accommedation has to 
be provided for the mine crew, and the usual headache “the cook house’ 
is established. 

Diamond drilling has taken a great deal of the guess work out of the 
early stages of development and through its use the mine manager can tell 
exactly where to commence operations. Diamond drilling is usually con 
tracted at so much per foot on a sliding scale which includes the cost of 
direct supplies. If unforeseen difficulties are encountered, certain costs 
have to be borne by the company, and these, together with compressed ai: 
charges and a percentage for engineering and superintendance, can be called 
the total diamond drill cost, which, when divided by the footage drilled, 
gives the average cost per foot. The costing statement should be broken 
down and costed per foot on the various expenses and should show the 
footage of the different drill holes and locations. 

In most cases a shaft has to be sunk and this is also let on contract, 
based on the size and type of shaft required and the local rock conditions. 
Owing to the many clauses in these contracts it is advisable to thoroughly 
read and digest them before proceeding with statements—otherwise it is 
very easy to overlook something. 

There are multiple records required to be set up to accurately keep 
control of shaft sinking. This is how a contract statement would be prepared: 
At the end of the month the total footage advance is measured and the 
amount payable computed. After deducting the cost of the explosives and 
supplies consumed, adding the amount of the company costs involved, and 
deducting the guaranteed amount per shift paid for the month and deducting 
this from the above balance and the difference would be the amount yet 
to be distributed. Records have to be set up showing the amount of shifts 
worked by each man and the amount of hold-back, if any, due each one and 
the total of the individual balances which would agree with the control 
account as set up in the General Ledger. 

There is still the complete cost statement to prepare covering the total 
cost of the shaft and each phase should be worked out on a cost per foot 
basis. Costs can be broken down in sections—direct and indirect labor— 
direct and indirect supplies—and indirect expenses, calculating each on a 
per foot basis and the total cost will agree with the General Ledger Account. 

When the shaft is sunk to the desired depth, drifting and cross-cutting 
commences,—or continues if it has already commenced. Raises are made to 
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join the various levels and stations cut for numerous purposes. This is all 
of course classed as development work. When the shaft is completed and 
all machinery set up the underground development program swings into 
its stride, and when the ore bodies have been exposed sill-cutting sometimes 
is done. This prepares the ore for mining and sill-cutting costs should 
be carried as a deferred item and charged against mine operation monthly, 
the amount being determined by the life of the particular ore body in 
question 

During this period of development, construction work is proceeding 
on the surface. The building of permanent quarters for the men, the cook- 
house, power-plant, machine shops and the mill, size of which should be 
based on the estimated tonnage available and the required life of the mine— 
and also of course, the most economical operational size. 

Ail construction costs are kept, and I found the following numbering 
system the best—for instance, if you call the mill building No. 1, then 
clearing the site would be No. 1-1, Cement Foundations No. 1-2, Walls 
No. 1-3 and so on. The machinery installed in the same building could be 
numbered as follows: Foundations 10-1, Installations 10-2 and so on. 
Installations of piping or wiring which is to be used for various operations 
could be numbered 100-1. In this way the complete construction and installa- 
tion costs are built up step by step. At any stage the accountant is in a 
position to prepare a statement showing the incurred costs as against the 
actual amount budgeted and estimated. 

If, when the work was planned a breakdown of costs was arrived at 
then costs can be controlled as the work progresses. At this stage I would 
like to add that on one construction job the construction engineer estimated 
the number of differently priced men he required daily on the various jobs— 
that is, so many at sixty cents and so many at seventy certs per hour etc. 
This gave a set labor figure so that the total amount of money spent on day 
labor was in line with the budget and therefore, controlled. At the com- 
mencement of the operation naturally more cOmmon laborers were required 
and as the work progressed more higher priced men were needed. This 
system seemed to work out fairly well. It is always well to bear in mind 
that any break down of construction and installation costs, accurately kept, 
are very valuable in future operations. When all these costs are complete, 
the correct General Ledger accounts should be set up and a chart started 
to estimate the depreciation. 

Under-ground work in a mine can be classed under two headings— 
development and mining. The first stage—Development—covers the cost 
of the work required to get to the ore body and expose same, ready for 
taking out the ore. Mining carries on from here and the costs vary consider- 
ably, even in the same mine. There are several factors which cause this. 
Some of these are—width of vein—distance from tunnel portal—faulty 
ground requiring additional timbering. The labor reports are turned in to 
the mine office daily and broken down under the different workings and 
operations such as miners, muckers, timbermen, chargeable say, to the 270 
stope or 360 stope. The trammers list the number of cars of ore or waste 
trammed from each working. This is multiplied by the average weight 
factor, giving the tonnage taken from a particular working and then the 
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values arrived at by using the average gold content per ton figure, which 
I will explain later. A further check is made by having samples assayed 
daily so that the values of the tonnage mined are known, and these figures 
will be used later for the mill records. If the trammers haul ore from 
different working places, the time is distributed by the number of tons 
moved from each working. The same system can be used for hoisting 
expense. The head miner fills in a report daily, stating the number of sticks 
of powder used—also caps, fuse or wire. The total of the quantities used 
is accumulated under the various workings and verified by inventory balance 
sheet. The costs can be journalized monthly to the mining and development 
control accounts and distributed to the subsidiary accounts. Timbering 
supplies can be handled in the same way or requisitioned out. 

Blacksmithing costs are recorded and the total distributed on a per- 
centage basis over milling, mining and development, unless other distribution 
is reported. 

Steelsharpening costs are distributed by the number of machine shifts 
worked at the various development faces and mining stopes. 

Compressed Air costs are distributed on machine drill shifts. 

Assaying costs are distributed to development ,mining and milling by 
the number of samples assayed from each operation. 

Indirect Labor such as shift bosses, foremen, mine clean-up men, etc., 
» prorated on a direct labor basis. 
The above illustrations show some of the factors used in distributing 


on 


the costs of the different operation accounts to their final destination. 

When the mill starts operating we have then the very interesting job 
of setting up the mill flow and metallurgical balance sheet. This latter 
sheet shows the flow of values from the mine to storage, and then through 
the mill, of the various saleable values and is the pendulum used to decide 
the value of ore to be delivered to the mill to keep up steady production. 
On the metallurgical balance sheet the total values taken into the mill for 
processing is charged. These values are known because;—as the ore body 
was drifted on, samples were taken every few feet and assayed. An assay 
sheet was prepared so that the average value over the entire ore body was 
established with approximate tonnage available, so, if the mill is tuned up 
for one ounce ore, at a tonnage of 100 tons per day, 50 tons can be taken 
from an ore body of half ounce average, 25 tons of two ounce ore and 25 
tons of one ounce ore approximate. In this way there is control of your 
production. At the start of operations the circuit has to be filled up, that 
is, the amount of ore being processed before actual completion of the 
final product. As the values going into the mill are known entries can 
be made on the report, charging daily the values put into aill for 
processing,—this being usually in ounces, although some use the doilar value 
as well. 

There is what is called a “clean-up” say, twice a month, that is a 
completion of the final product which could be gold bricks, precipitate or 
concentrates, or any combination, depending on the process used in the 
operation. At the finish of the first clean-up the. metallurgical balance sheet 
can be credited with the extraction, and difference, less tailings—which is 
amount not recoverable—gives the amount in the circuit. Usually this is 
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set up on the asset side of the balance sheet as it will be recoverable when 
a final clean-up is made. Samples of thé ore in process are taken every shift 
on the various operations such as ball mill feed, which is called the mill 
heads and is the basis of mill values, classifier, jigs, amalgam barrel, tail- 
ings, etc. These different figures are used to control the mill flow and show 
up any defects in the operation, even pilfering of gold can be detected. 

Through the metallurgical balance sheet, actual production can be 
controlled and when the returns are received from the smelter, these are 
entered alongside the estimated figures, and a plus and minus column is 
used to record differences. When shipments are made to the smelter, the 
loading and transportation charges, together with other miscellaneous 
expenses are recorded, and also the smelter charges when received. 

I have only mentioned the gold content as being recorded, but other 
metals which show a preponderance, such as silver, copper, etc., are kept 
track of on the metallurgical balance sheet in the same way. 

The mill cost sheet is broken down under the various headings, direct 
labor which covers mill operators, crushermen, ball-mill operators, ore 
sorters, etc. The labor being accumulated from the daily labor sheets. All 
supplies are put into warehouse stores and the amount used daily, listed 
by the mill operator on his daily mill report. These are accumulated and 
consumption checked by a physical inventory at the month end. The con- 
sumption of supplies can be journalized into operational costs monthly. 
Deferred charges, such as crusher jaws, ball-mill liners, etc., are listed— 
the usual system here is to set up the cost and spread it over the number 
of months it takes to wear these parts out. Then of course, depreciation 
charges, administration expenses, etc., are listed. The mill cost statement 
bears four main headings,—direct, labor, indirect labor, material and in- 
direct expenses. Under these headings were listed the aforesaid operations 
and this, divided by the number of tons of ore milled, gave the milling cost 
per ton, under the various breakdowns, and showed the overall total cost. 
In some high grade mines the ore is put over a picking belt and waste is 
taken out sometimes up to fifty per cent. of rock delivered to the mill. 
This has to be taken into consideration and your records of tonnage adjusted 
accordingly. 

Power-plant Operation. In isolated mines where they generate their 
own power the cost of electricity has to be arrived at. Power plant opera- 
tion is treated as a complete unit. All operational costs are gathered and 
classified under various headings and the total cost of operation arrived at. 
Loca! conditions usually set the procedure of distribution. Sometimes it 
is done on a percentage basis. If meters are installed then the actual con- 
sumption is known, but again, you may have to base it on the horse-power 
of the various motors used, etc. This latter is, I think, the most difficult 
way of distribution. Take the horse-power of the various motors, multiply 
them by the total number of hours of operation per month. This will give 
the total horse-power hours and multiplied by the unit cost of power, will 
give the cost of operation. This is not very satisfactory as motors very 
seldom run at their rated horse-power. The amount of electricity used for 
lighting purposes would also have to be figured out. There are several 
ways of doing this, and which ever system is used, the final cost statement 
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should show the amount’consumed by the various departments, and from 
this statement the accountant can close out monthly the power plant opera- 


tion account into operational costs as a direct expense. 


Material. I always found the control of material stores, during the 
development of a mine to the production stage a difficult problem. Material 
is needed immediately, day or night, so a tight control of stores was neither 
possible nor practical. Where possible, material used in construction should 
be charged directly to the job, and delivery is generally requested only 
a short time before the material is required on the ground. As underground 
work gets going, stocks of various pipe fittings, valves, rails, timbering 


supplies, etc., have to be built up. 


Mines usually operate twenty-four hours a day, and it is not economical 
to have three store clerks, so that the foreman in charge of the night and 
grave-yard shifts must be relied upon to record the disbursements and to him 
they are generally a chore. The use of requisitions for disbursements is not 
very often practical. Some prefer to keep a day book and transfer everything 
to a work sheet distributing to the various workings and journalizing once 
to the charge accounts. This gives a fair control over warehouse 
stocks. J have never found it advisable to load a mine system up with too 
many restrictions because it must be remembered that one is dealing with 
men who are mostly practical workers. They detest detail and prefer to 
handle a bar of steel to a pencil. Naturally the mine superintendent is 
chiefly concerned with keeping the ore rolling to the mill, so the accountant 
has to solve his own problems and a flexible system gives far better results. 


a month 


The monthly mine cost statement can be drawn up as follows: The 
heading would state the name of the working place and underneath the 
number of tons of ore mined during that period. Two columns for each 
working place, one for the amount, and one for the average cost per ton. 
The statement would also show at the right the total cost of mining and 
would be broken down under the various cost sections such as Direct Labor, 
Direct Supplies, Direct Operational expense and Indirecc expenses. These 
would be broken down under,—miners~muckers—timbermen—as direct 
labor, explosives and timbering supplies as direct supplies and the other 
various accounts under Direct or Indirect expense (the labor, material and 
deferred charges are combined here in total). Some of these charges are— 
tramming, hoisting, compressed air, superintendence, mine general main- 
tenance, power, assaying, sill-cutting and camp general maintenance, etc. 
These should include all expenditures at the mine covering the total opera- 
tion. All these are computed on a cost per ton of ore mined basis, so that 
the finished statement would show the actual cost of each operation covering 
every working place in the mine; the total overall cost of each operation, 
and the total cost of mining a ton of ore from every working place. This 
statement can further be enlarged to include the estimated value of per 
sre taken from each working place and this value can be compared 
with the cost of mining same, and will show up unprofitable mining. Of 
course it is often necessary to mine low grade ore as mill feed, sometimes 


ton of « 


to keep the mill in operation and other times to keep the mill heads or 


Cf 


values down to an average figure 
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The development cost sheet is drawn up in a similar way except the 
cost is worked out on a per foot basis. Any ore taken out during the 
development stage should be credited to the particular working 
Some times the basis for credit used is the average cost per ton of or 
mined during that period or, some feel the total value should be credited 
I, personally, do not agree with this latter course. Earlier in this talk I 
outlined the mill cost statement, so that the final completed statement will 
show the net cost of mining with the following information: The number 
of tons of ore mined at the average cost per ton and the extension will! be 
the total overall mining cost. Development and milling costs wiil be 
extended likewise except the per foot of advance and the per ton of ore 
milled will be listed. There are other expenses which can be headed say, 
Head Office expenses, such as directors’ fees, reserves for mine depletion, 
tax reserves, etc. The loading and transportation costs to the smelter are 
then listed and the estimated smelter charges, or the amount paid during 
the current period can be used. The total will then be your complete cost 
of operation. The net values of the mill production can be worked out 
and the difference between the two will give the estimated surplus or loss 
on the month’s operations. Comparative statements showing the build up 
month by month of the operational costs have their place in a progressive 
mine system. These should be listed under the various cost headings cover- 
ing development, mining and milling. In this way the complete picture 
is made visible and through analyzing the cost of the various parts of 
operation any appreciable fluctuation can be detected and investigated, and 
it may be found possible to effect a reduction in the cost of operation. 

Now it can be seen the necessity of careful planning on the part of the 
» follow through 


mine accountant and the accuracy and ability required t 
and obtain the maze of information needed to supply management with the 
complete costs of operation and to build a system up from scratch 














Regarding your article “Who Owns the Tools” it will be of interest 
to compare with the various opinions the following ruling with regard to 
the ownership of plates, drawings and original designs in the lithographing 
industry. I might say that we apply the same ruling to dies, electros etc; 

“Attention is called to an opinion given by Judge Ommen in regard to 
ownership of plates, drawings and original designs used by the lithographer 
He warns that care should be taken in billing for such jobs (applies equally 
to quotations) and that plates, drawings or original designs should not be 
listed as a separate item. He states: 

“You cannot claim ownership of plates even though there is a trade 

custom, if you are unwise enough to itemize on the bill rendered, 10 

plates—$50.00, because you are selling the plates to the customer and 

he is entitled to them when he pays the bill. If you, however, render 
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FORUM 
1 bill, 500 catalogues—$1,000, then the trade custom applies and the 
printer keeps the plates.” 
This quotation is taken from the Standard Estimating Manual for Color 
Lithographers published by the Cost Division of the Color Printing & 


Lithographing Industries 
Ss. T. ROWE, R.LA 





In your July-August, 1945, issue of Cost and Management, I have read 
with interest your article “Who Owns the Tools?” 

It seems to me that the question of ownership here is strictly one of 
Principle, whether the cost of the tools are charged to the customer in a 
lump sum or absorbed in future increased billing prices as deliveries of 
goods are made. In either circumstances, the property in the tools appears 
to belong to the customer. Admittedly, the customer may not have any 
specific need or use for the tools, and leave them in the custody of the 
Manufacturer as a matter of expediency or for contingency purposes. 

Apart from other considerations, I think that the law of Contract would 
operate here in favour of the customer, assuming that he has not assigned 
his interest in the tools to a third party. 

As to the Accounting procedure involved, there is of course several 
ways in which this transaction could be handled. One method would be to 
collect the cost of the tools in a Deferred or Suspense Account and credit 
same on an instalment sales basis as deliveries are billed to the customer. 

If these tools have been capitalized by the Manufacturer, there is also 
the question of taxation. It seems highly improbable that the Income Tax 
Department would recognize any charge for depreciation on tools that have 
been charged to a second party. 


J. STAFFORD HARRIS, RB.1.A., F.C.LS. 





With reference to the question, "Who owns the tools?” in the practice 
of cost accounting a principle is laid down that expenses are really assets, 
ind that these assets are written-off into, or transferred into the article 
manufactured. Therefore, when the purchaser of a manufactured article 
is charged and pays for the depreciation which has become absorbed by 
the product, he obtains his full value in this product and has no claim on 
the manufacturers equipment. This is the case where the manufacturer 
uses his regular equipment. Assuming that one-tenth of the value of the 
equipment and machinery had passed into the manufactured article or 
irticles, the purchaser has no claim on the nine-tenths usefulness which 
remains. The manufacturer has nine-tenths usefulness in machinery and 
one-tenth in cash for replacement purposes, and the purchaser has material 
enhanced in value by virtue of, among other asset transfers, depreciation. 

In the case of the price of the manufactured article including the price 
of special tools, the purchaser should own the tools. He would then have 
Tools minus Depreciation and Manufactured Goods enhanced in value by 
2 like amount of Depreciation. 

CYRIL B. BISHOP, 
Student of Vancouver Chapter. 
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«STUDENT SECTION » 


GENERAL ACCOUNTING 





Comments by H. P. WRIGHT, C.G.A., R.LA. 
ACCOUNTING I 
Question 1 (15 Marks) 


A certain company operates three separate departments, viz., Hardware, 
Chinaware, and Paint. Merchandise purchases are entered in a columnar 
purchase book which provides for departmentalization. For the month of 
January, 1945, the column totals of the purchase book were: 


Invoice: Fatal Golueant «ccc cicscicesccssecssttectccaccsssssvass $22,416.50 
Freight and Express Distributed ...............0..06 833.30 
Hardware Purchases: | cicscesccssasicesseececceaseqeecstvsces 18,325.00 
Clynaware PiUsenases. siicccsickssecccssescssscecaccassaacedacs 2,168.50 
Wettst URC ASOSy oo oes cncdesscactadecencacscesesivcecoceusaserde see 2,756.30 


No formal sales book is used, but separate charges sales slips are used 
for each department, and these are listed on adding machine tapes monthly. 
Charge sales totals for the month of January, 1945, were: 


Hardware: Department <i... cesciecccanssececcssescsacesccxes $16,481.20 
Chittaware De pattmient: scsccciscccciss<sceccscsscscesseeveees 476.00 
Pasta ea Ghee cscs ckceascavsascantetousasneeceviseertens 1,050.25 


The cash book provides a column for the cash sales of each department, 
showing cash sale totals for January, 1945, as: 


Hardware Department sii: iesssecesssseccsncexesssscreceesvses $ 5,201.10 
Chinawate Department .iscceicss ccs cissssssestiscesceesesns 1,645.00 
Paint: Be nactiiett 5. ss. cesscssseseessceeccccucnescsdepteeeene 2,040.60 


The only other cash receipts for the month were payments of $23,405.24 
made on account by customers. 

Submit journal entries to show the general ledger postings required to 
record the above information for January, 1945. (The ledger accounts are 
not required to be submitted.) 


SOLUTION 

BUG WANG: PUTERASCS: 2.5 cosess cccsszedsascud sues cxsteresesteceeyseceees $18,325.00 

GHIMGWAare PULCHASES) <i. cccsscicssccaveccdecessacscacessznceressstess 2,168.50 

PASE BUG AGES cys cedecceasstsccceas cecves ocx seunshegeoseseovencciate 2,756.30 
EO ACEGUDIS: PAvADle: sccsscisdscssvcicenicsisssecteers $22,416.50 
Bretaht ati EM bf6SS ..is.ssisssscscesssessssncascanen 833.30 

Accounts Receivable ............. Nr Str. 18,007.45 
To Hardware sales ......... said dc equ luavek cedex eccmncattena 16,481.20 
CHARA WATE SAIOS:..c2cccscisvscenconyajstascasdsencdeevess 476.00 
AME SANS sccctccacsevtsicistomieiiumedec 1,050.25 

Gast Coie: Basia Vitae tcssaxsrcsesis tasters aesesueiue queens 32,291.94 
To Hardware: (cash) sales. iiccicsciésccsseesconcse ; 5,201.10 
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Cieiniawaee <CORsih)  SAIOS <.550siciscciccccsscssencees 1,645.00 

POIRE CAST GRUOS ai scscscscoacccessassecvesteincestsis3 2,040.60 

ACGOURIS “RECOIVABIO: .05.occcdsisscsivesvesscccnnesiss 23,405.24 
COMMENTS 


This was a comparatively simple problem although many students com- 
bined all purchases in one amount instead of segregating by departments. 
A little more concentration and care in reading the question would have 
left no doubt on the matter of departmentalization. 

FUNDAMENTALS OF COST ACCOUNTING 
Comments by A. V. HARRIS, C.A. 
Question 6. (25 Marks) 

A Company operating a factory manufacturing Neckwear and Shirts has 
been offered a contract for the making (only) of 2,000 dozen shirts at a 
price of $3.75 per dozen. All! materials are to be supplied free by the 
concern offering the contract 

You are informed that this contract could be handled with the present 
equipment and without any effect on the producing or marketing of their 
regular lines. You are also informed that the additional expenditures that 
would be incurred by accepting this contract are estimated as follows: 

(a) Piece Work Wages at same average rate as paid in previous year. 

(b) An additional cutter would be required for a period of ten weeks 

at $30.00 per week. Cutters are not on a piece work basis. 

(c) Additional Factory Expenses, $500.00. 

(d) Allowance for contingencies, etc., $500.00. 

The following information is obtained from the Company's last annual 
statement and from other records (the experience of this single year is quite 
average in relation to earlier periods and to the industry generally): 





Neckwear Shirt 

Department Department 

Be Sie slg sc aces cis cosas pod cea aewaav Oo eae RETO: $155,000.00 $270,000.00 
1 PETTY EG 0 2 La 94,500.00 172,500.00 
Wages, Piece Work onscreen . 18,000.00 27,000.00 
Wages, Day Work, Productive ............ 5,000.00 10,000.00 
Depreciation of Equipment, ete. ........ 750,00 900.00 
Tota! Distributed Expenses ............. $118,250.00 $210,400.00 

Undistributed Expenses— 

RU RRES. “TIN BEOCNEEVE «since. sekccitsdcsaspeceseiasitereenmacveiscecseds $ 10,500.00 
Wages, Shi 1,800.00 
Factory 7,250.00 
I 750.00 
Adve 5,750.00 
Re 4,500.00 
In t 3,250.00 
) I enses : 6,300.00 
fice P DEAN AGEMENE SALATICSsc.siscesicsesecsensdscouses 15,200.00 
RA aR RON eis cea tare tVans icacenck aoinses ina mncacoornha Les 2,500.00 
Salesmen’s: GomMiSsSiOOs: sisceccscccccisccsssccesesses eee : 17,280.00 








STUDENT SECTION 


Floor-Space—Neckwear Department ou... cece 2,800 square feet 
Floor-Space—Shirts Department ...... Sie beneaess 5,700 square feet 
Floor-Space—Office and Shipping Department .... : 500 square feet 


9,000 square feet 
Salesmen are paid the same commission per dozen Neckwear or Shirts. 
It is estimated that the production for the coming year (excluding this pro- 
posed contract) will be the same as during the year just ended, i.e., Neck- 
wear 18,000 dozen, Shirts 15,000 dozen. 
State whether or not you would recommend accepting this contract, 
giving reasons and figures. 


Solution to Question No. 6 


Cost to make 2000 dozen Shirts: 
Material Costs—Nil 
Labour Costs— 
2000 dozen Shirts at regular piece work rate of $1.80 
pet dozen: (27,000) == BS,O0O)) sxsoscscsccccssstccansssescasins $3,600. 
Additional cutter for 10 weeks @ $30.00 per week 300. 
Overhead Costs (additional) 


BAG EGS PINS a os casas cae cans ce vadanectasvcecatedsciesvevie ts 500. 
Allowance for Contingencies ....... ON Meer 500 
Total additional costs: ....csscncas:.- carat ae $4,900. 
Sale Price of 2000 dozen Shirts @ $3.75 per dozen ............ 7. 
Net Profit on Contract—(7500 - 4900) .....cceceeceeeees siteatavarttare $2,600.00 


Contract is profitable, and should be accepted. 
Comments (Question No. 6) 


In this problem the student was informed that there were only certain 
additional expenses. The contract required no material, and the present 
equipment could be utilized without any more expense, except as required 
under items a, b, c, and d. To determine whether the contract would be 
profitable the student should calculate these additional costs and offset 
against the total costs the revenue from the contract. The data supplied in 
the latter part of the problem, particularly the Undistributed Expenses, 
Floor Space, and Commission is of no use, since there is no question of 
attempting to allocate a share of overhead costs to this new contract. A 
substantial number of the candidates did rot deduce this when solving the 
problem, and prorated expenses between the departments in the usual way 
overhead costs are applied, thereby ignoring the requirements of the problem. 





ADVANCED COST ACCOUNTING 
Question 5. (20 Marks) 


The Johnston Chemical Company manufactures two products “R” and 
“S$”. Both are made from the same raw materials in the same proportions 
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In addition to a difference in packing, “S’ is processed in Department ‘“B” 
and “R” is not. 

The Plant of the Company is divided into four Departments—A, B, C, 
and D. Materials suffer a weight shrinkage of 1624% in Department A, of 
20% in Department B, of 10% in Department C, and no shinkage in 
Department D. 

Materials are mixed in Department A at a cost for labour and over- 
head of 10c per Ib. of finished mixture. The materials used are ‘“X”’ costing 
$1.10 per Ib., “Y" costing 15¢ per lb., and “Z” costing 40c per lb. The 
formula for mixing is 1 lb. of ‘“X” for each 8 lbs. of ‘““Y’ and each 3 Ibs. 
of-Z 

Labour and overhead in Department ‘'B’’ amounted to 9c per Ib. of 
material delivered to the Department. 

In Department “C” an amount of water equal to the weight of the 
material received is added. Labour and expenses including water in this 
Department amount to Sc per Ib. of material finished. 

Department “D" is the packaging department. Labour and expenses 
exclusive of the package costs are Sc per lb. of “R” and 7%c per Ib. of 
“S$” handled. Packages of “S’ holding 4 ounces of finished product cost 
5c each. Packages of “R’ of the same size cost 2Y%4c each. 

(1) Prepare statement of cost per Ib. for product “R” and for 
product “S”. 

(2) Assuming (a) that sale price of "S'’ is 50c each, and for “R” is 
25c each, (b) that advertising, selling and general expenses amount to 40% 
of selling price, how many packages of “R” and “S” would be sold if there 
were an equal demand for each product, in order to realize a net profit of 
$5,000.00. 


Solution to Question No. 5 
Department ‘'A” Products “R” and “S” 


Material Cost “x 2°1B: @ $110) «..ccsssesscssensces $1.10 
Big’) SiG MRLIR CANE, SOLD) - stcidsereussassoions 1.20 
ee! SSMS AD, CEO™” cazceccnsesnnsionies 1.20 
12 Ibs. $3.50 
Shrinkage in department of 16-2/3% on 2 Ibs. 
Labour and overhead cost on 10 Ibs. @ .10 ......... 1.00 
Total Cost for 10 Ibs. of mixture .............:c00008 ; $ 4,50 
Department “B” Product “S” only 
Gost. of 10 Ibs. from Department A. <iscuis...0c002ese0ieessa0s«: 4.50 
Labour ana overhead cost on 10 Ibs. @ .09 ou... 90 
5.40 
Shrinkage in Department of 20% on 2 Ibs. 
Total cost for ‘8 1bs: Of GNXtULE .o.cissessssecsiesisn ess 5.40 
Department “C” Products “R” and “S” Product “‘R” Product “S” 
Cost of 10 Ibs. of material— 
Product “R™ from, Dept. “A” ...........: = 4.50 
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Cost of 10 lbs. of material— 
LO 
Product ‘‘S" from Dept. B (—x5.40) 6.75 
8 
Water added to double the weight at no cost 
Shrinkage in Department of 10% on 2 Ibs 








Labour and overhead cost on 18 Ibs. @ .05 90 90 
Total cost for 18 lbs. of mixture ....... 5.40 7.65 
Total cost per Ib. of mixture 30 425 
Department “B” Products ‘R” and ‘S” 
Cost of 10 lbs. of material ..... és aoa 3.00 4.25 
Labour and overhead cost on 10 lbs. @ .05 for “R" 50 
Labour and overhead cost on 10 Ibs. @ .075 for “S” I>. 
Packages: 40° 025-108 “RO ..csccs.icetesecenssosees aa, 1.00 
Packages: 40) x05 L068 Se ceccccccenenaccoscccrsoses seit 2.00 
Fotal cost:for 10° 1bs. of miietare) sc. cccecscncstsnctene cence 4.50 7.00 
Total cost pee Ibs Of iM tUse = 5. csc.sccccsccceseseaciecsses 45 .70 
Selling price of 1 Ib. (4 packages) ..............sccscscecseseeees 1.00 2.00 
Less: Manufactured cost, as above ............:c00000 4S .70 
35 1.30 
Less: Advertising selling and General Expense @ 
40% of sale price 40 .80 
Net Profit on sale of 4 packages .............00 1S 50 
Net Profit on sale per package ................... 0378 .125 
Net Profit on sale of one package of “R” and 
One. package (Of “S* S30 2../...cdeus 1625 
No. of packages to realize a net profit of $5,000.00 
5000.00 
———— = 30,770 packages of each. 
1625 


Comments, Question No. 5 

The question tested the candidate on his knowledge of following 
through the costs under a process cost system, and as a problem of this 
type was a simple one. In solving the problem one “‘batch’’ of material 
could have been put in process, and the costs of this batch developed which 
would almost inevitably have resulted in the handling of some unwieldy 
figures. The alternate soution, which would give the same result, would be 
to find departmental costs without regard to following through the same 
poundage of material from one department to another. The handling of 
shrinkage in weight in the departments required particular care, as did the 
application of the labour and overhead costs, since the problem was specific 
as to whether the material weight entering the department or the weight 
leaving the department was the basis of application of costs. 
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